This paper proposes an alternative approach to the empirical study of wage gap between workers with different educational levels in the enlarged EU. The analysis is based on sectoral database, 
Introduction
The debate on the determinants of wage differentials between skilled and unskilled workers has been on the top of the research agenda since the appearance of the first studies addressing this issue, based on the experience of industrialised economies in the 1980s and 1990s. The original evidence presents rather mixed picture, depending on the approach followed. Making a basic distinction between trade and labor economics 2 , widening wage dispersion in some industrialised countries has been initially attributed to a shift in the demand towards more skilled labor, resulting from pressures from low income countries due to trade liberalisation (Leamer, 1992; Leamer, 1996; Wood, 1992; Wood, 1994; Wood, 1995; Burtless, 1995) , more intensive trade and migration (Borjas et al., 1992) , foreign outsourcing (Feenstra and Hanson, 1996; Feenstra and Hanson, 2001) orwithin the labor stream -from so called 'skill-biased technological change ' (Autor et al. 1998; Berman et al., 1994; Katz and Murphy, 1992; Katz and Autor, 1999; di Nardo and Card, 2002, Autor et al., 2008) .
Much less emphasis has been put on the analysis of wage inequality in least developed countries (LDC) -the main problem which remains very difficult to overcome in the empirical analysis is the limited availability of the data allowing for longitudinal analysis, especially at the micro level. 3 The arguments justifying increasing wage inequality in LDC -phenomenon at the first sight contrary to the neoclassical explanations -can be found in the approach relaxing some of the assumptions of H-O/St-Sam theory and considering 'cones of diversification ' (Davis, 1996) , suggesting that what really matters is the relative position of a given country within a group of similar, in terms of endowments and production structure, economies (called a 'cone'). Moreover, outward processing trade may result in changes in the division of skills across industries both in the home country and in a country where the production activity has been moved. As a result, evolving specialisation patterns demonstrated in the employment structures, as well as in the international trade, can provoke the increase of the wage gap between skilled and unskilled workers both in developed and developing economies. However, recent paradigms 4 evidence confirms that overall earnings inequality rose in CEE countries in the years following the transition (Rutkowski, 1997) and the labor reallocation has played a role in this process (Boeri and Terrell, 2002) . However, among studies dealing specifically with the determinants of rising wage inequality in the countries of our interest, we may find mainly analysis limited in the geographical cover to one or very few NMS (and Russia) -probably due to problems with restricted availability and comparability of the micro data. 6 Also the evidence concerning former EU-15 economies is limited in country cover. Most studies have been focused on wage patterns in the UK (Green et al., 2003; Haskel and Slaughter, 2001; Machin, 1996; Wood, 1995) , Germany (Welsch, 2004) , Italy (Mannasse et al., 2004) or samples of few European countries vis-à-vis US trends as in Fernandez Kranz (2006) . Consequently, the evolution of wage inequality in a wider European context is still rather an unknown puzzle, especially if one focuses on its determinants.
The aim of this paper is to fill in the gap concerning empirical analysis of skilled-unskilled wage gap and returns to education in a large sample of EU countries, encompassing both former EU-15 economies and selected (due to data availability) NMS. As information on tasks performed is not available for such a large sample of countries, wage differentials are considered from the perspective of differences in wages of workers with different educational background. In order to reveal determinants of rising skilled-unskilled wage gap, we consider two main mechanisms: labor substitution across sectors and countries, as well as forces stemming from trade integration in Europe. Throughout the whole analysis we adopt an industry perspective (throughout the text we use words 'sector' and 'industry' as synonyms). We combine recent releases of industrial data, containing complete statistics concerning various skill (education) categories of workers for several European countries with data on trade flows between them. Our final database consists of 12 manufacturing sectors in 20 EU countries across time period [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] [2003] [2004] [2005] .
The rest of the paper is structured as follows: in Section 2, we describe the data and methodology used for the assessment of wage gap patterns. In Section 3 we present some descriptive statistics on the evolution of sector specific wage differentials between employees with different educational background in NMS-5 and EU-15 countries. Section 4 is dedicated to the exploration of the determinants of the wage gap. Using a dataset matching industrial and trade statistics we estimate Atkinson and Micklewright, 1992; Domanski, 1997; Fereira, 1999; Forster et al. 2005; Holtzner and Leitner, 2008; Milanovic, 1999; Podkaminer, 2003; Sukiassyan, 2007; Wan, 2002) . 6 Bruno et al. (2004) provide evidence on wage dispersion in Poland, Hungary and the Czech Republic; Commander and Kollo (2004) in Hungary, Romania and Russia; Kezdi (2002) in Hungary; Newell and Socha (2007) or Keane and Prasad (2006) in Poland; Sabirianova (2003) in Russia; Skoufias (2003) 2 Background for empirical analysis
Related literature
So far, the empirical literature on skilled-unskilled wage premium has been rather based on individual or firm level data, which allows for the estimation of wage equations at the micro level, but, however, due to limited data availability such analysis is usually characterized by a short time span and/or very restricted country cover (often single countries); in case of NMS constructing a micro panel would be simply impossible. Hence, our analysis is closer to few existing studies, albeit limited in country cover and/or time span, on the wage dynamics in Europe performed at the industry level. Egger and Stehrer (2003) use the data on real monthly wages in 14 NACE 2-digit manufacturing industries (1993) (1994) (1995) (1996) (1997) (1998) (1999) and analyze the effects of outsourcing and FDI on wage bill between non-manual and manual workers in Czech Republic, Hungary and Poland, finding a positive effect of intermediate goods trade in favour of unskilled workers in these countries, leading to the reduction of skilled-unskilled wage bill ratio. Esposito and Stehrer (2007) use an update of Egger and Stehrer (2003 ) database (1995 testing sector bias hypothesis, which appears to play an important role in rising relative wage of skilled workers in manufacturing in Hungary and Poland, but not confirmed in the Czech Republic. Onaran and Stockhammer (2008) of wage inequality in response to economic integration" and this is exactly what we our paper aims to do. To the best of our knowledge, sector level empirical analysis concerning determinants of skilled/unskilled wage gap in a large set of EU countries, including also NMS, has not been performed so far.
Data and panel composition
In order to obtain information on skill specific wages we draw on recently made available industry specific data from the EUKLEMS Growth and Productivity Accounts database
7
. What is particularly important, apart from providing fully comparable across countries data on output, employment, growth accounting, capital formation and productivity etc., EUKLEMS database contains information which permits us to calculate sector specific hourly wages and, moreover, allows the distinction between wages of different categories of workers (grouped into: high, medium and low skill labor). Skills are defined in EUKLEMS on the base of educational attainment. High skills ( hs ) correspond to tertiary education, medium skills ( ms ) -to secondary school completed and low skill ( ls )-to workers with primary education only. 8 Importantly for our purposes, the information on labor compensation and time of work of different skill categories of workers is 
where, as before, i denotes sector, j -country and t -time; while w is wage of a given category of workers per hour computed as shown in (1).
All the other industrial statistics used in the empirical model (e.g. employment data used to calculate relative domestic and foreign labor supply or sectoral value added) come also from EUKLEMS.
In order to be able to link wage ratios with trade patterns, we use trade data from Correspondence codes for aggregate codes (3 digit) of trade data and are presented in Table A3 in the Appendix. 12 Alternative measures of outsourcing are based on input-output tables, unfortunately unavailable for the whole sample of our countries, thus we have to rely on trade based measures of the international outsourcing.
13
Due to data availability as NMS we consider ten New Member states that joined the EU in 2004. EU25=NMS(10)+EU15. We draw on bilateral trade flows (retrieved at 5 digit level and reclassified in order to correspond with the industrial classification adopted throughout our analysis) between each country and its partners, then aggregating them into flows coming from alternative partners' groups. Observations where reporter=partner have been excluded. 14 Due to unavailable separate statistics for Belgium and Luxembourg in selected years, we aggregate all series for these countries and treat them jointly (BLX=BEL+LUX).
15
In particular, statistics on labor compensation and time of work of high, medium and low skill workers -needed for the calculation of skill specific wages -are available only for 5 New Member States that we cover in our study. For the remaining NMS EUKLEMS does not provide such data.
Evidence on the evolution of wage inequality in the EU (1995-2005)
Levels of skilled-unskilled wage gap (returns to education) in European countries are considerable. Table 1 reports the values of wage ratios defined in (2) in various manufacturing sectors for the first and the last year for which we have the information needed for their calculation (1995 and 2005) , along with the percentage change between these years. Averages for the groups of countries are weighted by the sector size.
We can see that wage differentials between highly educated and less educated workers are When we split the sample of countries into former EU-15 and New Member States, in general, looking at the year 2005 levels of wage gap in almost all cases are higher in NMS-5 than in EU-15. On average wages paid to high skilled workers with tertiary education in NMS-5 manufacturing in 2005 were 2.33 times higher than hourly wage of those with lower educational levels. In EU-15 wages offered to high skilled workers in manufacturing were higher by 85% with respect to wages of less educated labor force.
If we consider the evolution of wage differentials through time, on average it rose only in 2 out of 12 manufacturing sectors in EU-15 and in 9 out of 12 sectors in NMS-5. Also looking at average evolution of skilled-unskilled wage ratio in the whole manufacturing, we can see that the salaries of low educated workers (with primary or medium education only) with respect to wages offered to labor force with university education diminished in New Member States. The opposite took place in EU-15 economies.
In EU-15 countries, skilled-unskilled wage ratio rose only in rather advanced sectors:
'Electrical and optical equipment' and 'Transport equipment'. At the same time in New Member
States skilled-unskilled wage gap diminished only in traditional sectors: 'Food,beverages and tobacco', 'Textiles, leather and footwear', and 'Manufacturing nec; recycling'. Hence, the general observation is that levels of skilled-unskilled wage ratios in the analyzed period were higher New Member States than in EU-15 countries and, on top of that, wage differences rose mainly in manufacturing sectors in NMS.
As far as cross-country differences are concerned, in Figure (2005) Note: Educational groups: S=hs (workers with university education), US=ms+ls (workers with less than university education); values for separate countries are weighted averages (by hours worked in each sector). Source: own elaboration with EUKLEMS data.
Determinants of skilled-unskilled wage gap

Derivation of the empirical model
The feature of this paper is rather empirical, but in before presenting the empirical model to be estimated, we first present a simple theoretical framework for the analysis of skilledunskilled wage gap. As a basis we shall use the supply and demand framework presented in Fernandez Kranz (2006) in which relative demand for skills changes because of skill-biased technological change (SBTC) and, additionally, supply and employment conditions affect relative 
where K denotes capital; L US and L S represent stocks of unskilled and skilled labor, respectively.
SBTC takes place if
(the growth rate of S φ is bigger than growth rate of US φ ). First order conditions with respect to the input ratios result in the following wage equations (if constant returns to scale are assumed):
where w S and w US denote wage of skilled and unskilled labor, respectively.
Log-linearization of eq. (4a) and eq. (4b) gives the following representation of wage equations:
By subtracting eq. (5b) from eq. (5a) we obtain relative (skilled-unskilled) wage equation: (with σ being the elasticity of substitution between skilled and unskilled labor), we reach the following simplified relative (skilled-unskilled) wage equation:
The form of our empirical sector-level specification draws on theoretical eq. (7) but is limited by the availability of the data (we dispose of information on wages of skilled and unskilled workers in 12 manufacturing sectors -see Section 2.2). Term X is not directly observable and we address this limit by the specific formulation of the estimable model. In particular, in order to capture relative demand and relative supply factors, we use the information on demand for and availability of skilled and unskilled labor force at the level of sectors. Given considerable degree of European labor markets integration, we use the information on relative (skilled to unskilled) labor both in the home country and abroad. In particular, we estimate the following sector-level empirical model with a natural logarithm of skilled-unskilled wage ratio (returns to education) as dependent variable: where i =(1,…,12) refers to sectors, j =(1,..,20) to countries and t= (1995,…,2005 ) to time period; -i denotes sectors other than i and, similarly, -j signifies countries other than domestic country j; S and US indicate skilled (highly educated) and unskilled (less educated) workers, respectively; w is hourly wage; Ld -domestic labor, Lf -foreign labor (see below), uunemployment rate.
We adopt a dynamic panel setting in which current skilled-unskilled wage gap is linked, as a persistent phenomenon, with levels of inequality from the previous period. We allow for convergence-type mechanism (if wage gap diminishes in sectors in which it was already high then β coefficient is expected to be lower than unity). The lack of the direct information on sector level relative productivity of skilled and unskilled workers may present a limitation of the model, which we address by the inclusion of lagged relative wage levels of the two categories of workers -in the light of economic theory it should be correlated with their lagged relative productivity levels, thus β coefficient will partially capture productivity effects.
Among explanatory variables in the first instance we include a proxy of relative (skilled to unskilled) domestic labor demand in a sector under question:
. This measure also reflects relative (with respect to less educated workers) bargaining power of skilled workers employed in the domestic sector. We expect that major demand for skilled workers, with respect to the unskilled, will shift up wage differences between them. In order to account for the mobility of labor force across domestic sectors (skills are defined here on the base of educational level and not tasks performed, so e.g. at least some educated workers can switch between sectors), we also consider relative availability of labor force actively present on domestic labor market and currently employed in sectors other than i:
Next, given that EU countries are characterised by a substantial degree of labor markets integration, we consider possible substitution of domestic workers employed in sector i by labor force employed in the same sector in foreign countries. Hence, we take into account relative (skilled to unskilled) foreign labor size in the same sector:
. Additionally, by including the information on relative availability of skilled to unskilled foreign labor currently employed in other sectors,
, we also consider the possibility of indirect (e.g. resulting from the movement across foreign sectors) substitution of domestic workers with foreign ones.
To complete the information on labor force availability, we also include information on the unemployment rate (at the level of countries since we do not have sector-specific unemployment data), u j . Part of the potential labor supply can be represented by those currently without a job and in case of low unemployment, wage ratios can be determined by relative scarsity of labor force available on the market. On top of that, labor market conditions (e.g. high unemployment in the country) can also influence the bargaining power of workers currently employed and, consequently, the ability of skilled workers to call for relatively higher wages. To sum up the empirical strategy: we consider the interplay between two main forces in shaping skilled-unskilled wage differentials: labor market developments (demand for and availability of skilled and unskilled labor force, both at home and abroad) and trade intensification in Europe.
Results
Initial remarks
We estimate equation (3) using observations for 20 countries, 12 sectors and 11 years (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) with panel identification given by country-sector pairs, thus the number of observations is relatively large and the number of time periods is relatively small with respect to the number of groups. As for the estimation strategy, the choice of the estimator is driven by the fact that wage inequality tends to be a persistent process and, additionally, some regressors can be endogenous. The introduction of the lagged dependent variable makes the fixed-effect estimator inconsistent, thus we use system GMM estimator (Blundell and Bond, 1998; Roodman, 2009) which applies system of difference and levels equations and is particularly suitable for persistent series (our case).
In order to avoid problems linked to the instrument proliferation (Roodman, 2008) we use limited number of lags of variables used as instruments, assuring the drop in the number of instruments with respect to the number of groups (we report both the number of groups and the number of instruments in the tables with estimation results). We report two-step results with finite sample correction of Windmeijer (2005) . All the explanatory variables except dummies and unemployment rate are assumed to be predetermined but not strictly exogenous and are instrumented.
Potential collinearity between explanatory variables was formally checked. There results to be no need to omit any labor market variable from the model because of collinearity.
However, we do not include contemporarily in the regressions alternative trade openness measures, as they tend to be correlated, but consider them one by one in separate models.
Results based on sector level data can be driven by outliers, thus we used algorithm proposed by Billor et al. (2000), identifying multiple outliers in multivariate data. We adopted 10-th percentile of the chi-squared distribution to be used as a threshold to separate outlierseventually excluded from the sample -from non outliers. Summary statistics of the variables used in the estimations are presented in Table A4 in the Appendix.
Estimation results
In the following tables we show the results of the estimation of model (8a), (8b) obtained with skilled/unskilled wage gap measure measuring the ratio of wages of workers with university education to salaries paid to less educated workers.
All of the the estimated models include lagged dependent variable, a set of labor market statistics and a set of dummies (see eq.3). In order to assure easy legibility of the results, we separately present estimations referring to different types of trade. In Table 2 we present the set of results obtained with measures of export penetration ratios (value of exports to various groups of partners with respect to sector's value added). Table 3 contains analogical results, but with import penetration ratios (again, we consider separately imports from different partners' groups).
Next, we show the results referring to the estimates obtained with trade penetration measures concerning the exchange of intermediate goods only -ratio of their exports to VA (Table 4) and ratio of their imports to VA ( (2005) correction; i refers to sectors, j to countries, t to time period. Educational groups: S=hs (workers with university education), US=ms+ls (workers with less than university education); t-statistics in brackets, *significant at 10%; **significant at 5%; ***significant at 1%. Variables in natural logs. Estimations performed without outliers (10 th percentile) in the sense of Billor et al. (2000) . Time dummies includednot reported. Source: own elaboration (2005) correction; i refers to sectors, j to countries, t to time period. Educational groups: S=hs (workers with university education), US=ms+ls (workers with less than university education). t-statistics in brackets, *significant at 10%; **significant at 5%; ***significant at 1%. Variables in natural logs. Estimations performed without outliers (10 th percentile) in the sense of Billor et al. (2000) . Time dummies includednot reported. Source: own elaboration (2005) correction; i refers to sectors, j to countries, t to time period. Educational groups: S=hs (workers with university education), US=ms+ls (workers with less than university education); t-statistics in brackets, *significant at 10%; **significant at 5%; ***significant at 1%. Variables in natural logs. Estimations performed without outliers (10 th percentile) in the sense of Billor et al. (2000) . Time dummies includednot reported. Source: own elaboration (2005) correction; i refers to sectors, j to countries, t to time period. Educational groups: S=hs (workers with university education), US=ms+ls (workers with less than university education); t-statistics in brackets, *significant at 10%; **significant at 5%; ***significant at 1%. Variables in natural logs. Estimations performed without outliers (10 th percentile) in the sense of Billor et al. (2000) . Time dummies includednot reported. Source: own elaboration In all specifications, as expected, parameter associated with lagged value of skilled/unskilled wage gap results to be significant and 1 < β . Skilled/unskilled wage ratio results to be a highly persistent feature of the labour markets in the analysed European countries.
It is in line with descriptive statistics shown in Table 1 . Note that due to the presence of dependent variable's data series highly dependent on its realisations in the past, estimated values of coefficients associated with other explanatory variables are small in value.
As far as domestic labor market statistics are concerned, positive and statistically significant parameter in front of
denotes that major domestic demand for highly educated workers, with respect to those with lower educational background, shifts up wage differences between them. Hence, a rise in skilled/unskilled wage ratio in manufacturing sectors can be linked to changes in employment structure in the same domestic sectors in favour of highly educated labor force. Such a result can be interpreted in line with the arguments of skill-biased technological change hypothesis. When we consider labor composition in other domestic sectors, the opposite result takes place:
describing skill structure of workers in domestic sectors other than i, is among significant and negative determinants of skilled-unskilled wage gap in sector i. Consequently, allowing for the mobility of workers across domestic sectors, there results to be some degree of substitution between domestic labor force. Relative major availability of educated workers actively present on national labor market weakens the bargaining power of these workers with respect to the unskilled. Moreover, independently on the specification and choice of trade variables included in the model, overall domestic unemployment rate always results to be among negative determinants of skilled/unskilled wage gap. All these results hold no matter what other variables are included into the model. Contrastingly, we do not find similar effects when we consider labor structure in foreign countries. Neither
, describing respectively the availability of skilled to unskilled labor abroad -both in the same sector and in other sectors, results to be among statistically significant determinants of skilled-unskilled wage gap in domestic manufacturing sectors. Consequently, we do not find a support for a direct threat, at least in terms of influencing wage differentials, that foreign labor can pose to the domestic one.
Turning to trade measures, skilled-unskilled wage gap is affected positively by a rise in export penetration ratio, independently on the destination of goods (Table 2) . Imports exert similar effect, but only when we consider imports of manufacturing goods from EU treated as a whole or from EU15 countries. However, interestingly, major trade penetration of a sector with respect to imports from NMS is not statistically linked to wage inequality at home (Table 3) .
Looking at trade in intermediates only (Table 4 and Table 5 ), both intensification in their imports and exports is in general positively related to skilled-unskilled wage gap. However, again, there is no significant evidence on wage effects of intermediate goods trade with NMS.
Hence, the role of trade in shaping wage differentials among different skill groups of workers in the European countries is more complicated than it is commonly perceived. In particular, when we correct for labor market characteristics, intensification of trade and outsourcing practises with New Member States does not result to determine wage inequality between workers of different educational levels.
Extensions and robustness checks
In order to check the robustness of our results, we have considered several modifications in the estimated empirical model.
First of all, we have consider a change in econometric strategy. We have repeated all the estimations with one step system GMM estimator, obtaining no significant alteration of the results and conclusions drawn (results available upon request).
Secondly, in order to verify if adopted division of workers into skilled and unskilled group matters for the conclusions drawn, we considered alternative grouping, distinguishing between two border categories of workers (thus workers with tertiary education and those with primary education only), so that hs S = and ls US = . An alternative wage gap is calculated as:
where i denotes sector, j -country and t -time, while w is wage of a given category of workers per hour as in (3). Results of the estimations are reported in Tables Rob 1. 1-1.4 in the Appendix. Skilled/unskilled wage gap still results to be a highly persistent phenomena and key findings concerning the rise in relative (here: to wages offered to workers with primary education only) skilled wage along with a rise in relative domestic demand for skilled workers hold.
Similarly, as in benchmark estimations, a rise in unemployment rate weakens the bargaining power of workers and affects negatively wage differentials between high and low educated workers. Then, in a modified framework, relative availability of labor employed currently in other domestic sectors is negatively linked to skilled/unskilled wage differentials (a signal of possible substitution of labor across domestic sectors), but the significance of this variable depends on the type of trade considered (it looses significance if the role of imports is accounted for ). Moreover, in contrast with benchmark results, when we consider wage gap between border categories of educational levels, there are signs of substitution between foreign and domestic labor within the same sectors: foreign relative labor,
results to be a negative and statistically significant determinant of skilled/unskilled wage gap in the same sector at home. At the same time, trade seems to loose importance. Putting these two results together, we can conclude that wage differences between workers with university education with respect to those with primary education only are less prone to trade forces, but more sensitive to relative demand for and availability of these two groups of workers in domestic and foreign labor markets. The data permit us to trace the changes in the evolution of relative wages between alternative groups of workers, classified according to the educational levels (unfortunately, for such a vast group of European countries information on tasks performed is unavailable). On top of that, we are able to confront patterns of skilled-unskilled wage gap (returns to education) in EU-15 countries and in selected New Member States. Emerging evidence is interesting.
Conclusions
Wage differentials across employees with different educational background are considerable. On average in EU-15 countries in 2005 workers with university education employed in manufacturing earned (by hour) 85% more than those with at most secondary education; in NMS-5: 2.33 times more. The general evidence emerging from sector-level data is that levels of skilled/unskilled wage ratios in the analyzed period were higher in New Member
States than in EU-15 countries and, on top of that, wage differences rose mainly in NMS.
Moreover, high skilled/unskilled wage differentials result to be highly persistent, changing very slowly through time.
We have estimated dynamic panel data model in order to find the determinants of wage inequality in our sample of countries. We have considered separately the effects driven by relative (skilled to unskilled) demand for and supply of labor in domestic and foreign manufacturing sectors. Additionally, we analysed the role played by a rise in their trade openness. In order to provide as complete view as possible, we have analysed separately effects of trade with different groups of partners (e.g. distinguishing between goods exchange with former EU-15 and NMS), also making a distinction between trade in all goods and trade in intermediate parts and components only.
Skilled/unskilled wage ratios (between workers with university education and lower) result to be linked mainly to domestic labor conditions and, to a lower extent, to trade patterns in Europe. Shift of employment structure in favour of skilled workers is a positive determinant of the wage gap in the same sector at home. Such a result can be interpreted in line with skill biased technological change hypothesis. On the contrary, greater general relative availability of skilled workers on domestic labor market, weakens their bargaining power and tends to be associated with lower skilled-unskilled wage differentials. Hence, in the context of wage gaps between employees characterized by different educational levels, some mobility of labor across sectors within the same country can play a role. It will be hardly imaginable if skills were defined on the base of tasks performed.
Due to significant degree of labor markets in the enlarged European Union, we have also considered cross-country effects of labor supply on wage inequality patterns. We first considered differences in wages paid to employees with university education with respect to salaries of workers with primary and/or secondary education. We found no statistically significant effects of foreign labor markets on the evolution of domestic wage differentials in manufacturing.
However, the situation changes if we take into account differences in salaries of the most educated workers with respect to those with primary education only. In such context, foreign labor availability affects negatively wage differentials at home -there are signs of substitution between foreign and domestic labor within the same manufacturing sectors when workers with intermediate education are excluded from the sample.
As far as the role of trade forces in concerned, in general sectors with major changes in penetration ratios are characterized by higher wage differentials between workers with and without university education. However, our data does not support a view that trade with NMS can be blamed for a rise in wage inequality in European manufacturing. It is an important result, questioning the common view on wage inequality driven by trade with less developed countries.
Given difficulties with gathering comparable sector-level data for several EU countries, our analysis focused on wage differences between workers with various educational levels.
Further research is certainly needed to uncover determinants of wage inequality between workers performing different types of tasks. From the points of view of data availability, such an exercise is particularly demanding, but it could undoubtedly shed some new light on wage effects of the division of tasks across the enlarged EU. (2005) correction; i refers to sectors, j to countries, t to time period. Educational groups: S=hs (workers with university education), US=ls (workers with primary education only). t-statistics in brackets, *significant at 10%; **significant at 5%; ***significant at 1%. Variables in natural logs. Estimations performed without outliers (10 th percentile) in the sense of Billor et al. (2000) . Time dummies includednot reported. Source: own elaboration 
